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President Vicente Fox has asked Cabinet secretaries to reduce expenditures significantly to help
offset the federal government's deficit, which has increased to about US$1.5 billion pesos (US$162
million). The administration blames the deficit on a decline in oil-export revenues and the impact of
a weak US economy. Still, Fox denied the strict austerity measures represented a budget reduction
similar to the one announced in May. At that time, the government announced a reduction in
spending of 3.375 billion pesos (US$366 million) for the 2001 budget (see SourceMex, 2001-05-16).
Administration officials said the new austerity measures, announced in early July, would not result
in any cuts in programs. Rather, savings would be achieved through energy conservation, a hiring
freeze, and eliminating unnecessary expenditures such as cellular telephones and automobile
rentals. "There is no reason to cut back on social spending or on productive or educational
programs," said Labor Secretary Carlos Abascal Carranza. "We will simply have to be more careful
with our day-to-day expenditures."

Administration seeks to maintain low public deficit
The administration's austerity measures are intended to keep the public deficit from surpassing
0.65% of GDP, which the Congress approved for 2001 (see SourceMex, 2001-01-10). Even with the
latest measures, the administration has not discarded the possibility of a second budget reduction
because of decreased revenues from tax collections and oil exports during the first half of the year.
"If the trend continues, we will be forced to take similar steps as those taken in May," deputy
finance secretary Carlos Hurtado told the members of Congress in late June.
Many analysts fear a repeat of 1998, when then President Ernesto Zedillo was forced to implement
budget reductions on three separate occasions because of extremely weak oil-export prices (see
SourceMex, 1998-01-21, 1998-03-25, and 1998-07- 15).
But some opposition members of Congress are concerned that Fox is using the excuse of a
tight budget to promote his tax-reform package, which proposes applying a 15% value-added
tax (impuesto al valor agregado, IVA) to food, medicines, and other products (see SourceMex,
2001-02-14).
"How is it possible that, after the first adjustment, which was very large, the administration is
insisting on a second cut," said Victor Infante, director of the Instituto de Capacitacion y Desarrollo,
which is affiliated with the long- governing Partido Revolucionario Institucional (PRI).
Deputy Jose Antonio Magallanes Rodriguez of the center- left Partido de la Revolucion Democratica
(PRD) questioned the administration's criteria for implementing the cuts, since tax collections from
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 1 of 4

LADB Article Id: 53384
ISSN: 1054-8890

the IVA and the income tax (impuesto sobre la renta, ISR) are running higher than last year. "If we
compare our nation's economy with last year, we should have a budget surplus," said Magallanes.

Budget crunch fueled by slump in oil-export revenues
Still, administration officials contend the tax collections are not sufficient to make up for a slump
in oil- export revenues. In a report published in late July, the state-run oil company PEMEX said
Mexico's oil-export revenues amounted to only US$6.23 billion during January-June, a decline of
about 13% from the total of US$7.128 billion during the same period last year. The average export
price was only US$19.74 per barrel in the first half of the year, compared with US$24.40 in JanuaryJune of 2000, PEMEX said.
The reduced oil-export revenues did not prevent PEMEX from increasing its total earnings during
the first half of the year. The company reported earnings of 943 billion pesos (US$102.4 billion) in
January-June, which included sales of both unrefined and processed products in the domestic and
foreign markets. A more accurate measure is PEMEX's trade balance, which remained at a surplus
in the first half of the year but was much narrower than in January-June 2000. The PEMEX trade
surplus, reported at US$4.4 billion in the first six months of the year, was about 23.8% narrower than
a year ago.
The continuing strength of the peso has also had a depressing impact on Mexico's oil-export price.
But some analysts, including Pedro Alvarez Icaza of the economic forecaster Bursametrica, believe
Mexico can still earn US$12 billion in oil-export revenues this year if the Mexican currency averages
9.70 pesos per US$1.00 this year. The exchange rate was 9.21 pesos per US$1.00 on Aug. 1. The weak
export prices have also prevented PEMEX from taking advantage of increased export volume in the
first half of the year.
Mexican sales of crude oil to overseas customers, primarily the US, during January-June averaged
1.736 million barrels per day, compared with 1.605 million bpd in the first half of 2000. Still, the
average for the first half of the year is much lower than the target of 1.85 million bpd set by the Fox
administration as part of its 2001 budget proposal.
The slump in the oil market has led Mexico and other independent oil-exporting countries to
cooperate with the Organization of Petroleum Exporting Countries (OPEC) to reduce the world's
total oil exports by 1 million bpd, effective Sept. 1. The decision was reached at an OPEC meeting in
Geneva in late July.
In early July, Energy Secretary Ernesto Martens said Mexico, the world's seventh-largest oil
producer, would comply with the OPEC directive by reducing production to about 1.650 bpd.
The energy secretary said the OPEC request was timely for PEMEX, since Mexican exports were
already going to be down by 70,000 bpd because of maintenance work at various PEMEX facilities
between August and November. The reduction in oil production and exports would be the third
implemented by Mexico this year.
The Mexican government reluctantly agreed to OPEC-recommended reductions in January and
March of this year (see SourceMex, 2001-01-31 and 2001-04-04).
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Mexico reaches another accord with Venezuela, Saudi Arabia
In the meantime, Mexico has again agreed to join forces with Saudi Arabia and Venezuela to
stabilize global oil prices, which have fallen sharply in recent weeks. The agreement was reached
in Geneva in late July by Mexico's Energy Secretary Martens and his counterparts Alvaro Silva of
Venezuela and Ali Naimi of Saudi Arabia.
Even though the decision to cooperate comes in reaction to another slump in global oil prices, the
three ministers also pledged to act to keep prices from rising too high, which would be detrimental
to economic growth. "[We will] adopt any measure to ensure a stable and adequately supplied
oil market for the benefit of both producers and consumers," the ministers said in a prepared
statement. Mexico is looking after its own interests in attempting to ensure the economic stability of
oil-consuming nations, which include the US.
Analysts say Mexico is involved in a delicate balancing act in attempting to comply with OPEC
directives, which benefit all oil producers, while nurturing its close economic relationship with
the US. "Mexico's position has always been somewhere between OPEC and the United States, but
it grew closer to OPEC three years ago when oil prices plummeted," said oil-industry expert and
syndicated columnist David Shields.

Mexican economic-growth forecasts reduced further
The weakness in the US economy continues to deeply affect Mexico's economic fortunes. In late
July, the Banco de Mexico (central bank) further reduced its forecast for Mexican economic growth
after the US reported a GDP increase of only 0.7% during the second quarter of this year. The
central bank lowered its forecast for Mexico's GDP growth to between 1.2% and 1.8% for this year.
Two days after announcing its revised forecast, the Banco de Mexico also released a survey of
private economic forecasters, which on average placed Mexico's GDP growth at 1.7% in 2001. The
survey, conducted July 24-27, was based on responses from 29 private economic consulting and
analysis companies in Mexico. The results coincide with the latest projections from the Secretaria de
Hacienda y Credito Publico (SHCP), which now anticipates GDP growth at less than 2% this year,
compared with an initial estimate of 4.5% growth and its revision to 2.5% to 3% earlier this year.
Some analysts expect a slight rebound in the US economy during the second half of this year, but
this is expected to have little or no impact on Mexico this year. "No one is anticipating a spectacular
recovery," said Armado Baqueiro, director of economic research at the Banco de Mexico. Economists
say other factors will also have an impact on the Mexican economy during the second half of the
year, including the strong opposition in the Mexican Congress to Fox's tax-reform proposals. Fox is
pushing to have the tax- reform legislation approved this year, but the plan faces an uncertain future
in the deeply divided Congress.
Some business organizations, meanwhile, blame Mexico's poor economic performance in part
on the central bank's recent tight monetary policies, which are intended to keep inflation under
control. The accumulated-inflation rate for January- June was reported at only 2.11%, a pace that
would allow the Fox government to meet its target of 6.5% for 2001 (see SourceMex, 2001-07-11). Fox
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has adamantly defended the central bank's monetary policies as beneficial for average Mexicans.
"We are reducing the inflation growth rate by 40%, which translates to money in the pockets of the
average family," the president said during a speech in his home state of Guanajuato in late July.
But business organizations like the Camara Nacional de la Industria de Transformacion
(CANACINTRA) contend that the central bank's policies of limiting the amount of money in
circulation have also tended to tighten credit for businesses. "The productive sector is the engine
that promotes stability and growth," said CANACINTRA's economic studies center. A recent study
by Grupo Financiero Bancomer (GFB) said the industrial sector experienced a decline of more than
5% during the first five months of the year.
The construction industry, in particular, is experiencing one of the worst slumps, with the number
of workers employed in building activities during May declining by more than 23% from the same
month in 2000, reported the Camara Mexicana de la Industria de la Construccion (CMIC).
The negative impact of the US economic slowdown is offset slightly by increased remittances
from Mexicans working in the US. The Mexico daily business newspaper El Financiero reported
that these remittances totaled US$2.11 billion during the first quarter of the year, an increase
of 43% from a year ago. This was also the highest level for any first quarter. But while Mexican
expatriates continue to send increasing amounts of money to Mexico, the opposite is true for
wealthy individuals in Mexico. Mexican deposits in overseas banks have now surpassed US$100
billion, which is money that is not being invested in the Mexican economy.
Most of this capital is deposited overseas because of more attractive returns offered by foreign
banks and the lack of adequate savings mechanisms in Mexico, said Manuel Somoza Alonso,
director of Fondos de Inversion Prudential Apolo. [Note: Peso-dollar conversions in this article are
based on the Interbank rate in effect on Aug. 1, reported at 9.21 pesos per US$1.00] (Sources: The
Dallas Morning News, 06/06/01; Excelsior, 07/05/01, 07/23/01; Reforma, 05/22/01, 06/28/01, 07/25/01,
07/26/01; Associated Press, 07/29/01; Reuters, Agence France- Press, Deutsche Press Agentur,
07/30/01; Novedades, 07/27/01, 07/30/01, 07/31/01; Notimex, 07/30/01, 07/31/01; El Economista,
06/29/01, 07/10/01, 07/11/01, 07/27/01, 07/31/01, 08/01/01; La Jornada, 07/02/01, 07/23/01, 07/24/01,
07/25/01, 07/27/01, 07/28/01, 08/01/01; El Universal, 07/05/01, 07/10/01, 07/24/01, 07/26/01, 07/27/01,
08/01/01; El Financiero, 07/05/01, 07/26/01, 07/31/01, 08/01/01; CNI en Linea, 07/29/01, 07/30/01,
08/01/01; La Cronica de Hoy, 07/30/01, 07/31/01, 08/01/01; The News, 07/31/01, 08/01/01)
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